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ATLANTA, 


It is a part of my trade to read many 


GA. 


newspapers, digging out significant busi 
ness items. As an allied part of my trade is 
the promotion of public relations tor certain 
occupational organizations, it has struck 
me lately that THe Excuance Magazine 1s 
making a dent in the public’s tough hide, 
for | have run across many quotations from 
your periodical, in the public prints far and 
near. This is neither here nor there, as far 
as | am concerned; a copy of the magazine 
has never reached my desk, nor do I want 
to see one, particularly, as I do not buy 
stocks. But, protessionally, I'd like to offer 
congratulations on the results obtained. 
F.N. S. 
WEST 


CHESTER. PA. 


The words “bull” and “bear” in connec 
tion with the stock market are so well en 
trenched in our language, through long 
continued usage, as to belong to folklore. 
They are dramatic nouns, as well, signify- 
ing profits or losses—at least, brisk action 
in the American fashion. Is it a sign of de 
cadence that these words seldom appear 
any more in newspaper and magazine? 
And I have not heard them over the radio 
for years on end, although I frequently 
listen to market facts and discussion. Dry 
and staid investment, the order of the day, 
appears to be driving all color out of the 
market, which is a pity. 

J. D. M. 


MIAMI BEACH, FLA. 


A three-months’ rush of business because 
of the national defense program has sent 


quite a number of manufacturers, including 


myself, down here for a brief change, in 
order to store up energy fora renewed tussle 
with the job. A holiday in these piping 
times can hardly be taken anywhere, I sur- 
mise, beyond reach of the news, and among 
interesting items to reach me have been 
several contained in THe Excuance which 
dealt with the earnings of corporations 
whose shares are traded on the Stock Ex- 
change. For a long time, it seems, I had 
been so closely absorbed by the problems of 
my own company that not much attention 
had been paid to developments among 
others. Hence, to learn that 1940 brought 
quite satisfactory results to entire groups of 
corporations, with conditions further on 
the upside this Spring, is a matter of good 
cheer, decidedly. 
©. C., ke. 


NEW FORK CITY 

It is not difficult, of course, to find rea- 
sons why railroad stocks would hardly 
thrive in a period of genuine inflation, be- 
ing handicapped as they are by fixed rates 
for the services they render. But, with price 
controls becoming operative, the thoughts 
of inflation which troubled us in 1934 seem 
quite remote, and the dominant fact is that 
the carriers are moving a vast amount of 
tonnage. It is obvious that the large and 
well-managed properties are making good 
money, with the prospect brighter than it 
has been for ten years. The monthly oper- 
ating reports, plus earnings’ statements, em- 
phasize the railroad outlook so pointedly 
that I am surprised to see carrier stocks held 
subordinate to many industrials in brokers’ 
letters and news comment. 


| 





_» Letters to the editor, in whole or in part, are presented here as a contribution to current 
discussion of investment, economic and general financial subjects of public interest. 


PORTLAND, ME. 

Your magazine seems to like to print the 
opinions of outlanders, so here is a view- 
point for looking at the state of the Stock 
Exchange market. Influenced by expres- 
sions heard among friends and associates 
who invest (we don’t stress speculation any 
more), I believe that only a general preoc- 
cupation with bad conditions abroad is 
keeping a lot of tolk from buying stocks. 
Maybe I’m going out on the end of a limb 
in making a prediction, but I can't resist 
the idea that, once the war tide turns posi- 
tively in England’s favor, American com 
mon stocks are going to be wanted by buy- 
ers in quantity. 

O. J. M. 


LARCHMONT, N. Y. 


*... The buyers of staple merchandise 
and novelties, both, prefer to be sold things 
in this country, instead of going through 
the tedious process of generating a desire 
and searching for the exact product to fill 
it.” | am quoting a philosophic salesman in 
a large New York City specialty shop. As 
he had just sold me some sportsman’s stuff 
that I liked, and felt that I really wanted, I 
did not resent his cold-blooded analysis; 
rather, in thinking about his summary of 
American habits, it seemed to me that the 
man might have something applicable to 
the market for securities as well as to the 
goods’ market. Time was when brokers 
and sellers of stocks and bonds advertised 
their services, or their wares, with a great 
deal of persistence. Why don’t they keep it 
up? Merchants are certainly selling their 
goods through the newspapers and over the 
radio under a strong headway. 
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W here “Secondaries” Are Sold 


HE EXCHANGE presents in this 

issue a breakdown by States of four 
large secondary distributions of common 
stocks listed on the New York Stock 
Exchange. The sales, analyzed in respect 
to underwriter, sub-underwriter and 
dealer subscriptions, may be considered 
as typical of transactions involved in of- 
ferings, on a national basis, of 6,262,000 
shares of 62 separate listed issues since 
January 1. 

The study deals with these blocks: 
151.900 shares of the Anaconda Copper 
Mining Company; 186,400 shares of 
S. H. Kress & Co., 50,000 shares of the 
F. W. Woolworth Company, and 220,000 
shares of United States Steel Corporation. 

As dealers in securities, in the main, 
sell to the retail markets of the communi- 
ties surrounding their principal offices, a 
comparison is drawn in this study be- 
tween underwriter and dealer distribu- 
tion of the cited common stocks and the 
dominant retail markets for bonds syn- 
dicated by prominent groups centered in 
New York City. 

The map on page 4 is shaded to show 
the relative density of dealer subscrip- 
tions for the four common stocks among 
four major divisions of the United States. 
The table on this page gives the per- 


centages of dealer stock subscriptions for 


the four issues in these divisions, along 
with the approximate percentages of 
bonds sold in the same areas over a per- 
iod of years. All told, these “secondaries” 
were taken by dealers in 33 States and 
the District of Columbia . . . a national 
distribution! 

The number of dealer and brokerage 
firms participating in the stock offerings 
were: 347 in the Anaconda transaction, 
348 in the case of United States Steel, 231 
in S. H. Kress, and 162 in the Woolworth 
sale. Approximately 72 per cent of the 
stocks was taken for resale by Stock Ex- 
change houses. 

It would be expected that a higher 
percentage of the stocks would be taken 
for resale to individual buyers in the At- 
lantic and Southern Group of States— 
the heavily populated and industrialized 


area from New York inland to the Ohio 


River and also in most of the Southern 
section—than in any of the other grand 
divisions. But the summary of the four- 
block distribution reveals some signifi- 
cant sales information. A consolidated 
picture of the “secondaries,” compared 
with average bond distribution at retail 
is shown in these figures: 

Stock New Issuc 

Second- Bond Sales 


aries at Retail 
¢ ¢ 

tf ¢ 

Atlantic and Southern 
Groups . « « » JOS 55 
New England .. . 3.8 20 
Central Group... 12.6 20 
Pacific Coast Group. 7.1 5 


100.0 100.0 
The marked difference betw ecn stock 
and bond percentages noted for New 
England is arresting until the calibre of 


(continued on page 4) 





Anaconda 
€ 


Atlantie and Southern 74.6 
New England 3.9 
Central 17 
Pacifie Coast 9.8 

100.0 





STOCK AND BOND DISTRIBUTION BY REGIONS 


Bond 

Retail 

Kress Woolworth U.S. Steel Market 
75.9 76.6 78.8 ee 
3.4 1.5 5 20 
2.8 12.5 13.4 () 
7.9 6.4 15 5 

100.0 100.0 100.0 100.0 














Typical Yield Among 577 
Dividend-Paying Stocks 


us typical common stock among 


the dividend-payers on the New York 
Stock Exchange is yielding 7.2 per cent 
on the basis of current price and tg4o 
dividends. All told, 577 individual com 
mon stock issues paid dividends last year. 
Of these, 288 recently showed a return 
ranging from 7.2 per cent to more than 
12 per cent, and 288 showed a return 
of less than 7.2 per cent. 

Although dividends declared thus far 
in tg4t are running ahead of last year, 
this does not necessarily indicate that all 
issuers will match or surpass their tg40 
payments. Figures reflecting 1940 dis 
bursements have been taken merely as 
the best available gauge. 

As an aid to investors in Appraising 
current situations in the stock list, there 
are presented in the accompanying table 
the dividend and yield records of 50 rep 
resentative issues. Every one of these 
stocks has paid a dividend in each of the 
past ten years. They are currently yteld 
ing 6 per cent or higher. And reported 
earnings for 1940 covered dividends by 


at least 1.2 times. 


Not Exceptions 
These companies are not singled out 
as exceptions. Rather they are representa 
tive of a broad section of the list. It is be 
coming increasingly apparent, in queries 
received by the Stock Exchange and 
member firms, that, primarily, investors 


Want common-sense presentauon ot the 


4 


1 ES i. 2% 


facts upon which to base their own con- 
clusions as to whether or not a security 
will produce a fair return and otherwise 
meet the requirements of a desirable in- 
vestment. To assist in accommodating 
this demand, Tue Excuance will pre- 


sent, as a continuing feature, up-to-date 


KEYSTONE 





factual information relating to listed 
securities. 

7 
common stocks on the New York Stock 


Yields among the 577 dividend-paying 
Exchange range all the way from 1.5 per 
cent to more than 12 per cent, with the 


bulk of the issues returning between 5 


CURRENT YIELDS OF 50 COMMON STOCKS 


These stocks are all yielding more than 6 per cent on the 
basis of recent prices and 1940 dividends. They have all 


1940 March 31, 

Reported 1940 1941 Times 

Earnings Divi- Bg ehtiad) = Earn. Current 

Per Share — dend and asked) — ings Yield 
Aeme Steel Company 6.48 3.00 47 7.3 6.4 
American Brake Shoe & Foundry Co. 3.49 2.10 331, 9.6 6.3 
American-Hawaiian 5. 5. Co. 7.87 3.50 37 1.7 9.5 
American News Company 2.63 1.50 243, 9A 6.1 
Anchor Hocking Glass Corp. 1.43 0.80 13 9.1 6.2 
Beneficial Industrial Loan Corp. 2.62 1.85 191, iA 9. 
Best and Company, Ine, 3.63 1.85 28 7.7 6.6 
The Borden Company Biz 140 195. 11 re 
Borg-Warner Corp. 2 88 1.50 1a% 6.2 84 
Burroughs Adding Machine Co. 0.63 0.50 81, 13.1 6.1 
Chesapeake and Ohio Ry. Co. 1.31 3.25 9.3 8.1 
Chrysler Corp. 8.09 3.00 762 8.8 
Cleveland Graphite Bronze Corp. 1.11 2.00 6.7 7.3 
Cluett Peabody and Co., Inc. 3.74 2i3 8.4 8.6 
Columbia Broadcasting System, Inc, “A” 2.80 2.00 64 11.1 
Columbia Broadeasting System, Ine. “B” 2.80 2.00 64 11.1 
Columbian Carbon Co, a1 1.60 13.4 6.0 
Commonwealth Edison Co. y 7 1.80 12.2 6.3 
Eaton Manufacturing Compeny 1.25 3.00 7.8 90) 
Firestone Tire and Rubber Company 3.02 1.25 a4 7.6 
General Baking Company 0.77 0.60 8.8 8.9 
Household Finance Corp. pets 5.00 8.3 8.5 
Industrial Rayon Corp. 3.15 2.00 iA 8.6 
Island Creek Coal Company 3.05 3.00 8.0 10.3 
Kaufman Department Stores, Inc. 207 1.05 6.3 3.1 
S. H. Kress and Company 2.08 1.60 10.9 7:0 
Kroger Grocery and Baking Company 2.49 2.00 10.1 19 


Closing Price 
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1 the 
e all 


Irrent 

‘ield 
64 
6.3 
95 
6.1 


6.2 


9. 


per cent and 1o per cent. The break- 


down is shown in the following table: 


Number of dividend-paying com- 
mon stocks with a current yield of: 
Ce re 


Between 3° and 4% . . . . 29 


Between 4°, and 5‘; 


( 


Between 56, and 6% . . . . go 


Between 655 and 7% . .. . 90 


/ 
Between 7°¢ and 5‘, S5 
Between 8°; and of, 74 
Between 9f; and 10°, 53 
Between 10%, and 11°; 38 
Between 116, and 12°, 22 


( 


More than 12% . ..... 39 





The vitality of the industrial back- 
ground supporting these yields is well 
known. Even if the yields should be cut 
in half, they would still be generous in 
comparison with the present return at- 
forded by most other forms of invest- 
ment which are available to the public. 

As to the stability of invested capital, 
some observers are of the opinion that 
the present level of stock prices is a real- 
istic one which largely discounts possible 
shocks to confidence. Consequently, they 
believe that the market is not as vulner- 
able to disturbing news as it was in the 
Spring of 1939 and 1940. Moreover, it is 


said that the uncertainties have been 


LISTED ON THE NEW YORK STOCK EXCHANGE* 


paid dividends in each of the last ten years and during 1940 
they covered their dividend payments by at least 1.2 times. 


19*0 


Reported 
Earnings 
Per Share 


Loose-W iles Biscuit Company 1.93 
Melville Shoe Corp. 2.96 
Minneapolis-Honeywell Regulator Co. 3.87 
Norfolk and Western Ry. Co. 22.06 
Pacific Gas and Electrie Co. 2.68 
Parker Rust Proof Company 2.50 
Pennsylvania Railroad Co. 351 


Q 
Oo 


19 


Peoples Drug Stores, Ine. 

Purity Bakeries Corp. 
Raybestos-Manhattan, Ine. 

Reading Company 

Safeway Stores, Inc. 

Southern California Edison Co., Ltd. 
Standard Brands, Ine. 


[SON HENNE 
vu 


Underwood-Elliott-Fisher Co. 3.03 
United Biscuit Co. of America 1.85 
United-Carr Fastener Corp. 2.45 
United Fruit Co. 9.10 
United States Pipe and Foundry Co. 3.45 
U.S. Smelting, Refining & Mining Co. — 8.16 
Waldorf System, Ine. 1.31 
Western Auto Supply Co. 3.69 
Youngstown Steel Door Company 2.10 


Closing Price 


March 31, 


1940 1941 Times 
Divi- 7 ae Earn- Current 
dend and asked) ings Yield 
1.00 151, 7.8 6.6 
2.25 29% 10.1 i 
3.00 105% 10.5 7A 
15.00 210 95 ie] 
2.00 263, 10.0 i 
2.00 183, id 10.9 
1.50 241, 6.9 6.2 
ves 233, 10.9 id 
1.10 10° g id 10.1 
1.50 193, ia 7.6 
1.00 143, a 6.8 
3.50 381, 8.1 9.1 
1.90 25), 11.1 7.0 
0.40 6 8.5 6.7 
2.29 323% 10.7 6.9 
1.00 123% 6.7 8.1 
2.00 83, beak 10.7 
4.00 65 12.7 6.2 
2.50 291, 8.5 8.5 
6.00 613, 7.6 9.7 
0.85 8% 6.8 9.6 
2.00 2614 7.3 to 
1.50 15 rf 10.0 


This list is not to be construed as a solicitation or as a recommendation to buy or sell any of the securities 


mentioned herein, and no representation is made as to the accuracy of the data given, although they have been 


taken from sources believed to be reliable. These securities kave been selected solely for illustrative pur- 


poses in connection with the accompanying general discussion of the stock list. 


given such widespread attention that 
those who now hold stocks accept the 
obvious risks. 

Questioned as to whether any but a 
highly conjectural appraisal of the future 
could be made in view of the many con- 
fusing factors, one brokerage executive 
has commented that were it not for these 
uncertainties stocks would not be selling 
where they are. They would not have 
declined in the past six months while 
business activity was climbing. 

In any event, the record of New York 
Stock Exchange listed stocks as income 
producers, even through the depression 
years, is noteworthy. More than one-half 
of the total number of issues on the com- 
mon stock list have paid dividends in 
every one of the past five years; 259 have 
paid every year for ten years; 139 have 
uninterrupted dividend records dating 
back 20 years Or more. More than 170 of 
the ten-year payers are currently yielding 
6 per cent or more; go of the twenty-year 
pavers are yielding at least this amount. 

Based on year-end market prices, divi- 
dend-paying common stocks on the Ex- 
change yielded an average of 6.1 per cent 
last year. Average vields among divi- 
dend-payers in some of the industrial 
groups were: amusement industry, 8.1 
per cent; automotive, 7.7 per cent; min- 
ing, 7.2 per cent; paper and publishing, 
7-2 per cent; textile, 0.9 per cent; the rail- 
roads, 6.8 per cent; tobacco, 6.5 per cent. 

Total disbursements on listed common 
stocks never sank below Sree 00,.9000,000 in 
the worst depression years and amount- 
ed to more than $2,000,000,000 annually 


in four of the past ten years. 





Where “‘Secondaries’”’ Are Sold 


(continued from page 1) 


investment needs...and the well-known 
conservatism of New England .. . are 
considered. Among the largest purchas- 
ers of securities in Connecticut, for ex- 
ample, are life insurance companies, 
which do not include common stocks in 
their portfolios. The several important in- 
vestment companies domiciled in Boston 
mainly invest in a “mixed” list, but the 
process of maintaining portfolio balance 
between bonds and equities lends, at 
times, no predominant preference to 
equities. 

Generally speaking, the New England 
investment field, both individual and in- 
stitutional, leans more heavily toward 
“money securities” . . . fixed-term credit 
obligations than toward common 
stocks, a fact which presumably accounts 
chiefly for the percentage spread in the 
investors down 


tabulation. Individual 


East are inclined, when it comes to equi- 
ties, to acquire stocks of the many local 
corporations whose mills or power 
houses may stand within the investor's 
sight. 
Central States 

The 12.6 per cent of the four blocks of 
stock which were subscribed by sales or- 
ganizations in the Central Group, com- 
pared with 20 per cent as an average of 
national bond underwritings retailed 
there, appears more puzzling than the 
New England distribution. The States 
of this area, for the purposes of the map, 
are those extending west from the Ohio 
River and the Great Lakes to the far side 
of the Rockies, and from Canada to 
Mexico. 

Such centers as Chicago, Detroit and 
St. Louis are included; also, a tremen- 


dous industrial section and great agricul- 


tural regions, all well served by broker- 
age and dealer offices. However, the large 
cities contain many branch offices of 
New York firms, and probably the allo- 
cations of stocks by underwriters have 
been in some cases to main offices in the 
East, whereas much of the retailing oc- 
curred outside the Atlantic Group di- 
rect area. Industrial communities are his- 
torically a source of active demand for 
equities, and such localities as those cen- 
tered upon Youngstown, Dayton, St. 
Louis, Kansas City, Houston and others 
could be considered as active as are com- 


parable sections nearer the seaboard. 


Pacific Coast 


The Pacific Coast Group—California, 
Oregon and Washington—by taking 
about 7 per cent of the stocks—was closer 
in line with the bond-sales record of 5 
per cent of nationally syndicated issues. 
When individual States are examined, it 
is seen that California distributors took 


(continued on page 12, column 2) 





New England 
States took 3.8" 


of shares 





Atlantic and 
Southern States 
took 76.5% of 


shares 


Central States 
took 12.6%. of 


shares 


Pacific States 
took 7.1% of 


shares 





Figures show total 
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DISTRIBUTION TO DEALERS OF FOUR SECONDARY OFFERINGS OF COMMON STOCK 


(Anaconda, S. H. Kress, United States Steel, F. W. Woolworth) 
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number of shares of the four issues taken by each State 
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BROKERAGE business in which 
A commissions are less important 
than another source of revenue! 

A brokerage business in which daily 

ume on the Stock Exchange is no 
longer an accurate yardstick for measur- 
ing the rise or decline of member firms’ 
revenue! 

It all seems visionary. Yet a group of 
Stock Exchange firms is following a 
business-arousing procedure which aims 
at... and attains .. . these results. 

Commissions? They are relegated into 
second place as a source of income, being 
preceded by quarterly fees for the servic- 
ing of investment accounts in a modern 
way. Volume? At least one member firm 
of the cited group, which numbers a half- 
dozen or more and is growing, operates 
on a profitable basis despite low volume 
days. 

The process, briefly, is this: The cus- 
tomer elects to employ a firm’s invest- 
ment advisory service at an annual fee 
of, say, 4 of 1 per cent of the appraised 
value of the account, payable quarterly. 
The firm agrees to reduce this fee, after 
the initial quarterly amount is paid, by 
the full amount of commissions it re- 
ceives from transactions executed in the 
account during the preceding quarter, up 


to but not exceeding such fee. 


Handling of Transactions 

It is stipulated in the agreement, more- 
over, that the customer may have his 
brokerage business transacted by any 
broker he may choose. The customer 
issues the purchase and sale orders, and 
he may keep his securities with any bank, 
brokerage office or safe deposit company 
that he selects. 

Under so flexible a system, the broker 
has no incentive for the creation of activ- 
ity in an account because the commis- 
sions received merely serve to reduce his 
fee. The broker’s income, moreover, is 
stabilized to a degree unknown in a 
straight commission business, and the 
need for striving for commissions is 


lessened. 


A 
NEW 
Brokerage 
Departure 














ADVISORY FEE SUPERSEDES 
COMMISSIONS AS PRIMARY 
SOURCE OF REVENUE 





A survey of one broker-advisor’s ex- 
perience, covering upward of 150 ac- 
counts, shows, nevertheless, that about 
67 per cent of a year’s commissions are 
received by the advisor firm, and the re- 
mainder are received by other firms. 

Like all changes of old-established pro- 
cedure, the advisory fee method has not 
occurred overnight, or as the result of 
inspiration alone. Years of study pre- 
ceded action. And when action was di- 
rectly contemplated, a barrier stood be- 
fore the original sponsors of the pro- 
gram. To reduce fees by commissions 
looked like splitting commissions with a 
principal, which is prohibited by both 
the Stock Exchange and the Securities 


and Exchange Commission. 
British Practice 
It is interesting to trace the develop- 


ments which preceded negotiation with 


the Exchange over this point. From one 


angle, it may be said that the proposed 
method for combining brokerage service 
and paid-for advisory work in the same 
office had a strong root in British prac- 
tice. Prior to 1936, M. Livingston Dela- 
held managed the London office of a 
prominent New York Stock Exchange 
firm and found opportunity to study at 
first-hand the operations of British and 
Scottish investment trusts. Upon his re- 
turn to New York, a joint plan of action 
was worked out with his father, Edward 
C. Delafield, who for many years was 
president of a large New York City bank 


with an extensive trust business. 


Stress Industry Analysis 


Mr. Delafield had discovered that the 
directors of foreign trusts often seemed 
to be better informed about the status of 
American industries than were Amer- 
ican observers. It was impressed upon 
him that the investment specialists over- 
seas, Who were responsible for manage- 
ment of large funds invested in many 
countries, stressed research into the con- 
dition of entire industries, rather than 
into the position of individual corpora- 
tions. Once an industrial situation was 
considered sound, and showed the prob- 
abilities of growth, then attention was 
turned to the selection of the most attrac- 
tive corporate stocks within a proven in- 
dustry . . . steel, chemicals, aviation, or 
what not. 

In other words, men who had to look 
abroad in order to find employment for 
much of the money in their charge em- 
phasized the broad-gauge calibre of in- 
vestment. In looking to America, less 
attention was paid to U. S. Steel, or 
General Motors, than to the steel and 
automotive industries as a whole; and, 
furthermore, when it came to the man- 
agement of investment portfolios, not 
only were the long-experienced British 
and Scottish directors concerned with 
diversification, but they also gave much 
weight to “balance” in the holdings un- 
der their direction ... the careful division 


of invested money between fixed income 








securities and equity securities according 
to policies determined in the light of any 
given set of economic circumstances. 
Thus, the operation of balance and diver- 
sification combined has the effect of pre 
venting any single investment in a fund 
from absorbing a disproportionate part 
of the entire porttolio. 

These items represented nothing new 
in investment philosophies. The theories 
involved were already in practice among 
various American investment funds be 
fore Mr. Delafield returned from Lon 
don to establish al Stock Exchange firm 
with his father. But on the basis of tested 
practice abroad, the ground-work was 
laid for a new enterprise: a cooperative 
undertaking between securities broker 
and customer for the management of in- 
dividual holdings. This involved inde 
pendent action on the part of both and 
a freedom from suspicion on the cus- 
tomer’s part that advice and suggestion 


about portfolio changes might be biased. 


Firm Does No Underwriting 
In order to assure such freedom from 
bias, not only are fees reduced by com- 
missions, but the Delafield organization 
voluntarily refrains from underwriting 
activities or dealing as a principal, in 
order that an impartial attitude toward 

all securities may be maintained. 
Immediately upon forming the broker 
age firm, the first to be established on 
the cornerstone of investment advisory 
Delafield 


. the initial step 


service, the Messrs. turned 
theory into practice 
being to create a staff of securities an- 
alysts, and the second to promote effec 
tiveness in results even though the early 
development cost be considerable. From 
a staff of 17, the organization has grown 
to 7o-odd. During the thin times of the 
last four and a half years in the securities 
business, no clerical salaries have been 
reduced. 

As to the question about fees and com- 
missions, Mr. Delafield carried his con- 
tention successtully before the Stock Ex- 


change. The logic of the proposal pre- 


6 


vailed, especially since it was bolstered 
by the fact that any fully-equipped Stock 
Exchange firm could apply. similar 
methods in enlarging its services—ex- 
tending its business and increasing its 


gre SS. 


Equipment for Advisory Service 

“Fully-equipped” bears repetition, in- 
asmuch as the advisory activities of a 
firm to which a number of large ac- 
counts are entrusted involve much de- 
tail. The Delafield advisory organiza- 
tion, for example, is divided into two 
divisions Operations and research. The 
research section is headed by executives 
of long experience in industrial, as well 
as corporate, analysis. It is a rule of the 
house that every executive employee 
must have been through at least one 
complete business cycle, actively engaged 
in the study of securities and their back- 
grounds. 

As the firm charges a minimum fee of 
$500 a year for servicing any account 
(equivalent to ¥, of 1 per cent of a $100,- 
ooo face amount) it is obvious that more 
than average brokerage accounts com- 
prise the advisory clientele. Yet experi- 
ence has shown that what appeared to be 
a modest account, serviced in the ordi- 
nary brokerage way, often has developed 
into a substantial advisory account after 
the owner became impressed with the re- 
sults of precise management. 

“The 


broker serves,” says Mr. Delafield, “very 


account which a customers’ 
often includes only a part of the client's 
holdings. As our customers’ brokers have 
access to all the findings of the research 
department, and are trained to make use 
of them, brokerage clients become fami- 
liar with our full services, and the step to 
fee-paid advisory service is not a long 
one. Moreover, it often reveals substan- 
tial resources.” 

The operations department is engaged 
in developing new accounts and in di- 
versified services tor the advisory busi- 
ness in the firm’s hands. The conven- 


tional procedure when a prospective ac- 


count comes forward is to analyze and 
report upon the securities contained in 
it. And it is worth passing mention that 
so exhaustive is the preliminary analysis 
that the average cost of the work to the 
firm is $125. This can hardly be consid- 
ered “small potatoes” as an operating ex- 
pense in business development; hence, 
in advance of so hand-tailored a job, the 
firm’s operations executives first spend 
as much time as is possible with the port- 
folio owner. 

In other words, the analysis of a pros- 
pective client’s holdings is supplemented 
by an intimate survey of his require- 
ments, gained at first-hand. A manage- 
ment design is prepared for the account 
before the materials are applied. Such 
an approach has a two-fold result, ac- 
cording to the Delafield experience: the 
owner of a portfolio acquires a broad 
knowledge of the service which he may 
expect, and the advisors become thor- 
oughly acquainted with the desires of 


their client. 


Details of Plan Available 


The advisory methods under the new 
program—such as those dealing with 
consultations, the work of the investment 
committee of the firm, the meticulous 
checking of factors applying to indivi- 
dual accounts, and the physical elements 
involved, are not secret. The details are 
available to anyone. Messrs. Delafield 
and their associates are engaged continu- 
ously in spreading information of fee- 
supported advisory work among other 
brokerage firms. 

“Two or three years are necessary,” 
says Mr. Delafield, “according to our ex- 
perience, to bring precision efhiciency to 
a high level in an investment organiza- 
tion, and to build a satisfactory list of 
clients. But the growth of advisory work 
among well equipped Stock Exchange 
firms is not only worth the money and 
effort, in itself, but will exert a powerful 
influence in bettering public relations 
and should lead to increased business for 


all Exchange members.” 
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WHAT HAVE YOU 
GOT TO SELL? 





By Burton Crane 





FINANCIAL WRITER e THE NEW YORK TIMES 


FORMER NEWS EDITOR e THE JAPAN ADVERTISER, TOKYO 





| ger at the start, suppose we 
admit that I am no advertising 
“expert,” whatever that may be. I am a 
newspaperman. True, I have sold ads. 
I even managed an export weekly in 
Tokyo and wrote most of the ad copy, 
but that hardly qualifies me to wear a 
suff shirtfront and act as a consultant. 
Suppose we say that I am merely a bird 
who has had one foot in the newspaper 
game for twenty years and the other in 
finance for seventeen and might just 
possibly have an idea. 

For thirty months, off and on, I have 
been writing about the need for mer- 
chandising in Wall Street. I have ar- 
gued that Wall Street has something to 
sell and should go out and sell it, that 
there is neither pleasure nor profit in 
waiting for business to come in. 

What have you got to sell? That 
seems to me the first thing to settle. A 
good many of the ads which have al- 
ready appeared — and some have been 
excellent — have seemed a bit con- 
fused on that point. They have tried to 
sell Service. I think that is bunk. It 
clouds the issue. Besides, it makes rotten 
advertising copy, rotten sales talk. 

You're selling a chance for profit. 
You're selling a form of insurance 
against the future. Maybe you think 
you're selling service, but your average 
customer isn’t thinking about that. He 
wouldn’t care a great deal if all execu- 
tions took four hours. The only time 
he worries about the other services you 


offer him is when he doesn’t get them. 


So let’s start with the idea that you 
are selling a chance for profit, which 
means that your line of merchandise is 
the list of common stocks on the New 
York Stock Exchange. They are in the 
investment market, against aggressive 
competitors. Instead of facing Ford, 
Willys, Plymouth and Chevrolet, com- 
mon stocks are up against savings 
banks, high-grade bonds, low-grade 
bonds, real estate. I've done enough 
selling to know that, in order to get 
to the fountain-pen stage, you've got to 
meet the competitor’s sales arguments 
even though you never mention the 
competitor. Are there sales arguments 
for common stocks? Can you answer 
the competitors’ arguments? I think 


you Can. 


Stock Yields 


In the first place, there is the im- 
portant fact that, on an investment 
basis, you can show a better yield for 
common stocks with good dividend 
records than can be shown by any com- 
peting investment. I have been told by 
a member of the Exchange that there 
are now something like 200 listed com 
mon stocks which have paid dividends 
for five years and which are selling at 
between six and ten times earnings and 
between roo and 130 per cent of net 
worth. That isn’t a bad line of goods 
to have on your shelves in these days. 
Some of them surely aren't being hit 
too badly by the excess profits tax. 


Secondly, the old bromide about in- 
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Hation hasn't lost all its appeal. No 
matter what we are told by Washing- 
ton, you know and | know that the 
debt this country is contracting is en 
tirely Loo large to be paid off in cur- 
rency of the old purchasing power. No 
government yet ever succeeded in ce 
lating for any extended period. Detla 
tion hurts, and the body politic doesn't 
like to be hurt. So you can sell selected 


common stocks as inflation hedges. 


Auction Market for “Goods” 


Third, you've got a ready-made pub 
lic in the fellows who have been stuck 


with real estate. Wall Street got the 


advertising, but those who invested in 
real estate took the worse licking. It 
won't hurt your sales talk to emphasize 
that the goods you are selling have a 
continuous auction market. Those who 
get in can get out. They can switch, to 
take advantage of events or to avoid 
tax situations. Can a real estate investor 
do that? 

Practically every Japanese exporter | 
ever sold wanted to insert a card ad: 
“Y. Ito & Co., Machines for Making 
Tooth-Paste and Filling Tubes, No. 2, 
Uchisaiwai-cho, Kojimachi-ku, Tokyo.” 
Since export advertising, more than 
any other type, depends upon results 
for renewals, I learned to fight this kind 
of insertion like a plague. It didn't get 


results, so I couldn't afford to let my 


%, 








accounts use this kind of advertising, 

And yet, in the face of all advertising 
experience everywhere, 99 per cent of 
Wall Street’s advertising has just about 
as much eye appeal and emotional sock 


as a wet dishrag. It is based on the idea 





of the classified phone book. If some- 












body wants something badly enough, 

















he'll go look for it, and the advertising 
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2 listed common stocks can be sold if 


D O I I A R somebody goes out and _ sells them? 


Even if you haven't salesmen sitting 


in reception rooms, you can get a writ- 
R M EF R ten salesman — which is all that a 
good advertisement is — into every 





executive’s inner office. If you’re going 
a E S SO N N . I to advertise at all, see that your copy 


has punch and your medium has the 





sea " er right kind of circulation. 
Q. See the man. ‘The man has $5,000. stocks give him a much better vield 2 
What does he do with the $5,000? than savings banks or Government Ae : ; 
' Loni Radio Listening Habits 
A. He buys a house with the $5,000. onds. < 
Q. What does he get in rent for the A. My mother always told me to leave Because of my own radio listening 
* >» Stock Exchange < >, She sai , : 
house ? the tock Exchange alone. She said habits, I haven’t much respect for radio 
H oe ey ee oN it was for gamblers. ee ; ‘ E 
A. He gets $600 a year in rent for the : : : as an advertising medium for selling 
ioe Q. Gamblers use it, too, just as they : Q : _ 
; uae toils cause teat tes cuales investments. Most of the people with 
Q. How much does he pay in taxes, in- 2 a : 


, aintained for investors. 
surance and upkeep on the house ? maintained f ccc 


enough money to be worth your while 
\. He pays $300 a year and makes A. How’s that? I’m a little dumb 
A. He pays $:. a year : é 


don’t listen to the radio for any extend- 


7 today. : “¢ 
$300 a year. — ed period. They listen to the news, shift 
, . > Q. The average vield on the 829 com- . 
Q. What percentage is that: enaue stnidten aims Gin Mies Cai: Giaak to another station, or talk as soon as 
stocks N . 


A. ‘That is 6 per cent—provided he ts xchange last year was 5.7 per the advertising begins and are apt to 
able to rent the house. cent, including the stocks which 

didn’t pay any div mareee at all. 

want to buy a house but put his A Ser! 


; — concentrate on not more than a couple 
Q. Very good. Now, suppose he didn't 


of top-flight programs, such as “In- 
! Wait a minute! That doesn’t 


money into Government bonds or pein ge ee formation, Please” and Jack Benny. 
into a savings bank. Ch © Besse te dies: tee ke ls Radio may be all right for selling 
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A. Then he would get about 2 per are on an investment basis. There consumer goods — I once bought some 
cent, or $100 a year. 


are more than 300 dividend-paying 


, , Barbasol because I liked Singing Sam, 
stocks on the Exchange right now 


Q. Why doesn’t he put it into securi- 


ot eae : ; on M and then he went off the air — but 
ties listed on the Stock Exchange? which will yield you better than 7 ' 

A. Because stocks are risky. per cent, some of them more than unless the program is top-flight, and, 

Q. But they're not so risky as real 10 per cent. hence, extravagantly expensive, there 
estate. The records show that. And A. Whew! Where can I find a broker isn’t much chance in getting home to 
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good dividend-paying common in this town the same listeners week after week, 











which is necessary with an expensive 
ANY OF THE NEW YORK STOCK EXCHANGE FIRMS 
ISTED BELOW WILL BE HAPPY TO PROVIDE INFORMA- 
pete ; Lege ena spicata oer ti Lae stocks. You can do that with the right 
rlION ON CONSERVATIVE COMMON STOCK INVESTMENTS. 


line, such as a portfolio of common 
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@a the left, a sample advertisement suggested 
tart by Mr. Crane 
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PROFITS OF LISTED COMPANIES 
GAIN 16.7% IN 1940 


* 


SHIPBUILDING, FARM MACHINERY, AVIATION 
AND STEEL INDUSTRIES LEAD RISE 


N obvious conclusion to be drawn 
A from a survey of the net income of 
corporations with common stocks listed 
on the New York Stock Exchange is that 
the industries which showed the most 
pronounced improvement in 1g40 are 
continuing to show a similar trend in 
IQ4l. 

Shipbuilding, farm machinery and 
aviation led the 29 groups which com- 
prise the industrial listings (see accom- 
panying table), and published reports 
so far this year indicate that order books 
in these fields remain heavily filled. 

Corporate reports made public to date, 
covering most of the companies in the 
Stock Exchange list, reveal an average 
increase of 16.7 per cent in net income 
during 1940 as compared with 1939. This 
showing stands after tax deductions from 
gross profit, and must gratify many ob- 
servers who, a year ago, were dubious 
about the possible effect of taxation 
growing out of the defense effort. 

Of the 637 companies covered in this 
survey, 93.2 per cent reported a profit for 
1940, against gt.1 per cent the year be- 
fore. For persons seeking a statistical 
background upon which to consider in- 
vestments, it is interesting to note that 
every company which has thus far re- 
ported in the following groups earned a 
net profit last year: 

Business and office equipment, 
chemical, electrical equipment, farm 
machinery, finance, garment manufac- 
turing, machinery and metal, paper 
and publishing, rubber, tobacco and 
public utilities. 


The railroads comprise another group 


* 


which stands out. Corporations engaged 
extensively in defense production would 
be expected to loom large in the income 
gains, viz., farm machinery group (mak- 
ing plenty of essentials besides threshing 
machines)—107.7 per cent; aviation 96.6 
per cent; shipbuilding 145.2 per cent; 
steel and iron 87.3 per cent. But the rail- 


road group came into especial promi- 


nence, because of past indifferent: per- 
formance, by scoring an increase in net 
income of 54.5 per cent. 

Five railroads, incidentally, which had 
lost money in 1939, reported a profit last 
vear, and 5 others reduced their loss be- 
low the 1939 reported total. 

Public 


which, like the railroads, depends upon 


utilities, forming a group 
fixed service rates for its income, failed 
to make a comparable showing. The 
group’s net income increased only 4.9 
per cent. While 17 of the utilities made 
progress, 15 fell behind the 1939 record. 

Aggregate net income of all 29 groups 
amounted to  $3,068,229,802, against 
$2,628,821,130 for the same companies in 
1939. Aggregate losses came to only 
$29,205,129, or less than 1 per cent of 


total profits. 








1940 NET INCOMES OF 637 COMPANIES HAVING COMMON 
STOCKS LISTED ON THE NEW YORK STOCK EXCHANGE 
(ASSEMBLED BY INDUSTRIAL GROUPS) 

Group Net 
c -s c 
Number — Change 
of Number Number (Combined in 
Common Report-  Show- Incomes Group 
Stock ing To inga PR a Net 
Issuers Date Profit Losses) Income 
Amusement 13 8 6 $ 19.010,942 16.30 
Automobile 60 17 1] 304,030,745 + 14.0 
Aviation 16 15 14 69,312,242 - 96.6 
Building 26 20 8 36,004,260 +- 12.8 
Business & Office Equipment 9 6 6 17,768,727 + 12.6 
Chemical 65 50) 50 289,486,922 + 1.6 
Electrical Equipment 15 14 14 95,101,035 + 40.4 
Farm Machinery 6 6 6 16,582,311 + 107.7 
Finance 29 28 23 74,348,525 1 $3 
Food a! 10 38 174.382,559 > a 
Garment Manufacturers 5) d 2s 1,513,382 2.9 
Land & Realty 5 | 2 (d) 199487 
Leather 12 10 9 13,926,782 82 
Machinery & Metal 13 66 66 140,205,416 Dace 
Mining 35 32 29 148,719,103 23.6 
Paper & Publishing 25 20 20 30,331,263 37.8 
Petroleum 36 29 Zi 166,960,573 1.0 
Railroad 79 14 35 205,664.465 54.5 
Retail Merchandising 65 53 19 187,305,658 5,4 
Rubber ‘ij 6 6 38,086,797 - 29 
Shipbuilding & Operating 9 i 6 14,359,192 145.2 
Shipping Services 1 1 2 272,732 L 
Steel, Iron & Coke 37 36 35 263.379,739 + $7.3 
Textile 22 17 13 21.099,079 9.8 
Tobacco 16 13 13 90,525,544 37 
All Publie Utilities 16 32 32 193, 101419 + 4.9 
U.S. Cos. Operating Abroad — 23 ) 8 36,090,962 + 6.0 
Foreign Companies* 4 8 8 78,528,191 - LOA 
Miscellaneous Companies 9 8 3 8,734,728 1 6.0 
Totals $15 637 94 $3,068,229,802 16.76% 
*Canadian Companies Only. 
(d)=Net Loss. 
L=Loss in 1939, 
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FOR THE BROKERAGE INDUSTRY 


By Albert C. Beeson - PRESIDENT 


Association of Customers’ Brokers 


T has become trite to remark that old 

methods in the brokerage business 
are obsolete. “Reject old Ways and prog 
ress” appeared for many years on Wall 
Street tickers each morning as they were 
tested and, in these days of dwindling 
business, this is excellent advice for the 
brokerage fraternity. It is no longer pos 
sible to sit in an office and wait for the 
orders to come over the telephone or 
through the door, as they did in the 
1g2g era, 

Holgar Johnston, President of The In 
stitute of Life Insurance, recently quoted 
one of the country's most successful life 
insurance salesman as saying that in all 
his career, during which he has written 
thousands of policies, only 34 individuals 
ever Walked into his office and purchased 
life insurance. The many millions. of 
dollars of insurance written by him had 
been sold: it Was not bought. 

The modern broker recognizes this 
fact, although, so far, he has seemed at 
sea as to what to do about it. It is not 
broker 


knows his business and can intelligently 


enough that the customers’ 
help a client plan a balanced investment 
portfolio or select a desirable speculative 
medium. It is expected that the success- 
ful broker must have a wide and diversi- 


hed know ledge of bonds and commodi- 


10 









ties, as well as stocks, and that he must 
be something of an analyst and a practi- 
cal economist. All that is simply part of 
his technical training, just as a good sur- 
geon has been educated along broad 


medical lines. 


Attitude Toward Investment 


In order to put that knowledge to 
work, the broker today must find a way 
of reaching and interesting his prospec- 
tive client. The erroneously held belief 
that there is no interest in either invest- 
ment or speculation today arises from a 
subtle change in the American public’s 
attitude toward investment, a change not 
vet fully appreciated by the financial 
community. For years it has been said 
that our public is interested only in spec- 
ulation; that buyers of securities place 
appreciation ahead of yield and that they 
can never be compared to the British in- 
vesting public, which for a long time 
has regarded income as more important 
than price appreciation. Today, the 
swing the other way is quite noticeable. 
More and more customers are saying, “I 
don’t want to put my money into any- 
thing but dividend payers” . . . “Please 
send me a list of high-yield bonds and 
preferred stocks”... “As long as the 


stocks which I own are bringing in some 


return, | do not mind holding them.” 

The nation is maturing financially, 
Our rate of growth, in population and 
industrially, has definitely slowed. The 
lessons of past speculative excesses have 
left their mark on the consciousness of 
the security-buying public. But that does 
not mean an end to interest in securities. 
The volume in the bond market thus far 
iN 1941 is twice what it was a year ago. 
The steady growth in stockholders’ lists 
is impressive; many of our leading com- 
panies have twice as many common 
stockholders as they did ten years ago. 
Although the basic fact remains that the 
public is interested in making money, 
the amount of risk it is willing to take 


varies from time to time. 


Potential Buying Power 


Today, our all-time-high bank de- 
posits, savings bank figures and the de- 
mand for Government securities, despite 
record low yields, show obvious poten- 
tial investment buying power. If the risk 
is not too great, the holders of these 
funds and investment media should be 
eager for greater returns on their capital. 
Tue Excuance has published figures 
recently showing the returns obtainable 
on all listed stocks, as well as those pay- 
ing dividends. In 1940 an average yield 
of 5.7 per cent was received on all com- 
mon stocks on the New York Stock Ex- 
change, while the yield on dividend 
payers was 6.1 per cent. It is possible, of 
course, to single out many individual 
cases where the yield is much greater. 
When one considers that the yield on a 
savings account is from 1, per cent to 2 
per cent, and on Government savings 
bonds 2.9 per cent to maturity, the com- 
parison is startling. Furthermore, with- 
out discussing the imminence of infla- 
tion, it is apparent to the average investor 
that money in the savings bank today 
will probably purchase less some months 
or a year hence if the present trend 
toward increases in ordinary living costs 
continues. Since he also knows that his 


income taxes will be greater, it behooves 
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him to put his capital to work to attempt 
to make up the difference. In other 
words, he must “run faster in order to 
stand sull.” 

That many investors are willing to 
move into high-grade equities at current 
relatively low prices, with the attractive 
yields obtainable, is proven by the suc- 
cess in disposing of millions of shares of 
British-held securities. If Standard Oil 
Co. (N. J.) and Pennsylvania Railroad, 
for instance, are so attractive and so eas- 
ily saleable after 3 o'clock, why are they 
and other comparable listed equities not 
equally attractive and saleable during the 
trading hours of 10 to 3? The answer is 
that they are, and there are many other 
stocks just as desirable. To the investor, 
the fact that the salesman has received a 
higher commission after 3 o'clock has no 
bearing on the worth of the security. 
Hence, it is obvious that the result de- 
pends upon the sales effort. The only 
problem, then, is how to make that effort 
effective since the demand is proven. 

It is said that, in the case of the long- 
pull investment buyer, present commis- 
sion rates are not sufficiently attractive to 
encourage the necessary sales effort. Per- 
haps there is some degree of truth in this, 
but the financial community is in no 
position to refuse such business as can 


be obtained. It has a story to tell investors 



































“If the members of the Wall Street community 
actually get away from Wall Street and into 
Main Street to talk with potential clients, they 
will discover a great deal more business than 

will ever walk into the brokerage office.” 
and an article of value to offer. That is 
the basis of any profitable business. 

The merchandising methods employ- 
ed should utilize the same sound ap- 
proaches which have proven successful 
in other lines of business. In another 
article in this issue of THe Excuance, 
the success of Standard & Poor’s Corpor- 
ation in applying direct mail is described. 
A number of member houses also have 
had good results from pointing out in- 
vestment opportunities through news- 


paper and magazine advertising. 


Lack of Business Procedure 


One of the great mistakes made in 
Wall Street has been the lack of ordinary 
business procedure in following up in- 
quiries and contacts. Bond salesmen and 
life insurance salesmen have successfully 
used methods which apparently are 
scorned by the brokerage profession as 


undignified. Admittedly the door-bell- 


pushing, door-to-door type of selling is 






















CUSHING, GALLOWA 
undesirable both as to dignity and _ re- 
sults. However, it does seem foolish for 
firms to spend money in advertising and 
then fail to follow the inquiries when 
they come in. Actual observation has 
shown many instances in which relative- 
ly expensive studies have been sent in 
answer to requests and then no further 
effort has been made to contact the indi- 
viduals. An excuse has been that cus- 
tomers’ brokers have been too busy an- 
swering telephones and watching the 
market. Actually the hypnotism cf the 
Translux has resulted in wasting Wall 
Street's best talent in the fruitless pastime 


of tape-watching. 


Sales “Activity” 

Time-killing would be another way 
to say the same thing, and it may be that 
customers’ brokers could well take a 
page from the book of salesmen in mer- 
chandising lines. 1 know of an office 
tenanted by three men uptown who are 
selling goods on straight commission. 
They have to hustle for every dollar they 
make, and every minute spent at their 
desks is to be figured in terms of business 
which they might have secured but 
didn’t. In that office are two chairs for 
the three salesmen. If one of them hap- 
pens to bring a prospective customer in 


for a talk, there is no chair at all for the 
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others. They have to get out and get 
busy. 

So pointed a hint to use up shoeleather 
would hardly do for the financial dis- 
trict, but it’s an idea, anyhow. 

If the members of the Wall Street 
community actually get away from Wall 
Street and into Main Street to talk with 
potential investment clients, they will 
discover a great deal more business than 
will ever walk into the brokerage office. 
That this is not merely theory has been 
proven recently by sample letters and 
experimental follow-up of inquiries 
which have produced truly astonishing 
results. Granted that it will take more 
effort and more time and more clients to 
earn a living from this type of business, 
it appears obvious that the customers’ 
broker today has no choice. He should 
remember also that as the investor accu- 
mulates surplus funds, he may see more 


And 


that the man who does a 


speculative the 


opportunities. 
chances are 
good investment job today will build a 


well-rounded business for the future. 


Wide Opportunities 

Many members of the Stock Exchange 
have decried the increasing business go- 
ing to the over-the-counter market. Why 
not accept its successful sales methods 
and apply them to the many opportuni- 
ties obtainable in listed stocks ? Formerly 
the broker with 50 active margin ac- 
counts could make an excellent living. 
Today a reservoir of several hundred 
clients and potential clients is needed to 
produce about 25 per cent of the business 
of the 1927-1933 era. The brokerage busi- 
ness today requires constant effort to 
widen the circle of potential income. It 
requires making calls and more calls. 
Formerly, a customers’ broker rarely left 
his office and there was a Stock Exchange 
rule that he must remain there between 
10 and 3. That rule has been changed 
and with it the habits of many years. 

Let's quit dreaming of the good old 
“speculative days” and go to work mer- 


chandising income. 
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Where “Secondaries” Are Sold 


(continued from page 4) 


down 40,800 shares, compared with 
23,400 shares taken by dealers in Penn- 
sylvania and 26,500 shares by retailers in 
[linois. 

A securities salesman might find food 
for thought in the fact that Missouri took 
2,300 shares more than did Massachusetts 

. 14,900 shares against 12,600 shares... 
while Maryland’s dealer subscriptions of 
g,800 shares were larger than Ohio’s. The 
notably small New Jersey record of 300 
shares, out of more than 600,000 shares, 
is evidently accounted for in great part 
by the State’s proximity to New York. 

In the foregoing, a composite of the 
four issues has been discussed. When the 
blocks are examined separately, some in- 
formative material comes to light. While 
New York State’s participation in the 
offerings on Anaconda, Kress, Wool- 
worth and U. S. Steel was fairly propor- 
tionate to the totals, all the way along, 
the dealer record tor some other States 
disclosed decided preferences. 

Minnesota accounted for 2,000 shares 

each of Anaconda and Kress, only 75 

shares of Woolworth, and 3,800 shares 

of Steel; Georgia only 1,100 shares of 

Steel and 3,100 shares of Kress; Mary- 

land 4,875 shares of Kress and 200 

shares of Woolworth; Louisiana 4,100 

shares of Kress and only 325 shares of 


Steel; North Carolina 2,800 shares ot 


Kress and the other three 
issues. The totals are given here in 


round numbers. 


none ol 


Anyone who examines the accompany- 
ing map will note that the States unrep- 
resented by dealer subscriptions are 
among the most sparsely populated and 
have few large manufacturing centers 
— States such as Nevada, Mississippi 
and New Mexico. 

The success of secondary offerings this 
year has been emphasized in sales re- 
ports throughout the financial commun- 
ity. So far as dealer participation pre- 
supposes widespread response in the re- 


tail “trade,” the record of four large sec- 


ondary distributions tends to blow a fair- 


ly recent idea about listed securities 
higher than a kite. 

The public 7s responsive to sales efforts 
applied to the marketing of seasoned, 
old-established issues! 

Months ago the fertility of the field 
lately tilled by selling groups in season- 
ed, listed equities was proven effectively, 
although without attracting much atten- 
tion in brokerage circles. This was done 
in a sales campaign which brought six 
millions of buyers into a single security 
...the Federal Government’s Baby Bond 


issue. 


Demonstrates Buying Power 


The fact that upward of $3,600,000,000 
baby bonds were distributed among so 
great a host of buyers of all classes is sig- 
nificant of the money available in this 
country for investment. But of especial 
interest to the securities market as a 
whole is another fact: six millions of 
people were sold a security through the 
medium of a sales campaign which 
aroused the admiration of top-flight ex- 
perts in direct-by-mail selling. 

While pessimists of the financial com- 
munity were bewailing a lost market for 
securities, buyers were around us all the 
time. True, the baby bonds have behind 
them the strongest national credit in the 
world. They are “Government bonds,” 
which exercises an attraction of its own. 
But now secondary distributions of many 
different listed stocks have carried on the 
record ... by finding ready buyers when 
concerted and_ intelligent effort was 
made to find them. 

Secondary offerings have lately been 
plentiful; ordinarily they are scarce. The 
New York Stock Exchange list, how- 
ever, is an ever-running fountain of 
securities to be sold, calling for undis- 
couraged effort to reach the small buyer 


as well as the large. 
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HE listing on March 31 of the com- 

mon stock of Northwest Airlines, 
Inc., brings to the Stock Exchange an- 
other of the nation’s principal airlines. 
The company started in 1926 as an air- 
mail carrier operating between Chicago 
and Minneapolis and St. Paul. Today it 
is the fifth largest domestic airline in the 
United States, measured on the basis of 
miles flown and gross revenue. 

Present capitalization of the company 
consists of approximately 235,000 shares 
of common stock. There were formerly 
outstanding approximately 5,500 shares 
of preferred stock carrying a $5 dividend. 
The last of this stock was retired in 1940. 
A report of the company shows that, as 
of November 30, 1940, its common stock 
was outranked only by $455,000 of mort- 
gages created to provide funds for new 
flying equipment. 

The principal route of the company is 
from Chicago to Seattle, over which it 


operates three trips daily. It also makes 































































































two round trips a day over each of two 
other lines: Twin Cities to Duluth, and 
Fargo, N. D., to Winnipeg. 

Revenue passenger miles flown and 
pounds of mail carried by the airline 
during the past five fiscal years (ended 


June 30) have been as follows: 


Passenger Pounds 

Miles of Mail 

1930. « . « 325577,100 907,025 
1937 - . « « 17,152,900 1,307,954 
1930 . . . . 18,182,374 1,650,964 
1939. » « % 25,022:660 2,005,106 
1940 . . « « 43,017,292 2,327,611 


During the last fiscal year, 48.6 per 


cent of the company’s operating revenue 





was derived from mail contracts, 48.1 per 
cent from passenger traflic. 

The line has applied to the Civil Aero- 
nautics Board for permission to extend 
its service from Chicago to New York, 
via Windsor, Ont., and Niagara Falls, 
and to establish a new line from the 
Twin Cities to Fairbanks, Alaska. 

Planes used by the company on its 


main-line flights are 21-passenger Doug- 





las DC-3's, all of which have been pur 


chased within the past two years. For the 
Twin Cities-Duluth and Fargo-Winni- 


peg lines the company uses 1O-passenger 


Lockheed Electra 10-A’s. 



























Operating revenue and net profit, or 
loss, over the past five fiscal years are set 


forth in the following table: 


Operating Net Profit 


Revenue or Loss 
1930... $1,564,848 $127,186 
1937 . . ~ 1,759,290 115,300 
1938... 2,039,326 40,007 (L) 
193g. «2,595,455 111,080 (L) 
940... 3,039,059 296,405 


When the line started up in 1926, it 
had only 6 employees. Today its em- 
ployees number 750, including a corps 


of So pilots. 
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Wage increases are granted and 


x’ 


and 


government controls over prices 
production tighten, a question 
which presents itself is: how greatly will 
national defense accentuate the trend 
toward greater participation in industry 
profits by government and labor, and 
lesser participation by the owners—its 
stockholders ? 

Dividends paid in 1940 on common 
stocks listed on the New York Stock Ex- 
change were nearly 30 per cent less than 
disbursements during the years of the 
late 1920's, although industrial produc- 
tion last year attained record-breaking 
levels. Meanwhile both government and 
labor have increased the proportion of 
the proceeds which they receive from in- 


dust r\ Sa yperat ions. 
Transition Shown 


This transition is brought home forci- 


G40 


now 


bly in the financial reports for 
which business corporations are 
Issuing to their stockholders. For many 
of them, the mounting volume of busi- 
ness in 1940 has provided the first oppor- 
tunity to make close comparisons with 
the highly productive years of the 1920's. 
One of the clearest demonstrations of 
what has taken place since that time is 
contained in the report of the United 
States Steel Corporation. 

Steel points out that its dollar sales in 


1g40 were almost as large as in 1929, 


4 


amounting to $1,080,900,000 last’ year, 
compared with $1,094,100,000 in 1929. 
Yet profits were $95,000,000 lower, due 
to increased taxes and labor costs. Here 
are the facts as they are shown in the 
company’s report: 


has been cited, but together they employ 
nearly 5 per cent of all persons in the 
United States engaged in the manufac- 
turing and mining industries and have 
more than 600,000 stockholders. 


These “case histories,” in conjunction 





Average number of workers employed in 1940. 2...) 4% more than in 1929 
Average weekly earnings per worker in tggo. 2 . . ) . ©) 4%@ more than in 1929 


Average hours worked per week in 1940 


Government received in taxes in 1940 


Common stockholders received in dividends in O40. « » SR 


21°, less than in 1929 
55‘. more than in 1929 


less than in 1929 





The table merits careful inspection. 
One prominent financial writer has said 
of these figures in a front-page news- 
paper article: “In those simple compari- 
sons is compressed the whole drama of 
change in the functioning of the Amer- 
ican free enterprise system.” 

Taxes paid by the company in 1940 
were nearly 2); times as large as the 
amount of dividends disbursed on_ its 
common stock, nearly 1/5 as large as the 
total wages and salaries paid during the 
year to its 254,000 employees. 

Nor is this the effect of the tax on ex- 
cess profits. The company says that its 
1940 earnings are not sufficient to be 
taxed additionally on that basis. 

Here is the experience of another lead- 
ing company—one which did have to 
make provision for the excess profits tax. 
General Motors has reported that its net 
sales in Ig40 were $1,794,9 36,642, com- 
pared with $1,504,404,472 in 1929. Yet, 
despite a rise of $290,532,170 in sales, net 
income available for dividends last year 
was $52, 66 10,547 less. 

Over the same years the number of 
employees of the company increased 7 
per cent, total wages and salaries rose 26 
per cent. Total tax payments by the com- 
pany are not available for 1929, but 
merely since 1935 its tax load has in- 
creased 233 per cent, with the excess 
profits tax accounting for nearly one- 
third of the rise. Taxes paid in 1940 
amounted to 130 per cent of common 
stock dividends and to 42.7 per cent of 
total wages and salaries. 


The experience of only two companies 


with other more comprehensive statistics 
compiled in former years by the Amer- 
ican Federation of Investors, reveal that 
industry has become primarily a source 
of government revenue—secondarily a 
medium of private investment. 

At the same time that government is 
assessing industry more heavily, it is, 
however, becoming industry's biggest 
customer through the awarding of con- 


tracts for national defense. 


Prospects for Income Return 

In the prospect of a continuing rise in 
industrial activity, largely government- 
inspired, lies a certain amount of assur- 
ance of a satisfactory income return from 
investments in stocks and bonds. Ex- 
amination of the trend of the results of 
listed companies indicates that if produc- 
tion should surpass 1929 levels by a sub- 
stantial amount, dividends may at least 
approach the amount that went with the 
smaller business volume of 1929. 

To support continuously increasing 
taxes and labor costs, larger and _ still 
larger production is necessary before a 
return to stockholders is assured—but, 
in the opinion of some observers, an in- 
crease of these proportions now lies 
ahead, 

Dividends may continue to grow 
smaller in relation to the costs of labor 
and government. But in absolute amount 
they may again approach the 1929 level, 
when $2,711,000,000 were paid to holders 
of listed common stocks. And $2,711, 
000,000 would be just as large as ever in 


investors’ pocketbooks! 
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E have found from actual expert- 
ence that an average member of 
the public is willing to invest his funds tf 
he ts provided with factual data indt- 
cating that he can obtain a reasonable 
return on his investment with a reason- 
able degree of safety. We find many 
instances wherein he is not demanding 
promises of fantastic market apprecta- 
tion — as a matter of fact, he ts suts- 
picious of such promises. This John OQ. 
Public ts not the avaricious person he 
was several years ago, and some phases 
of the security business fail to recognize 
the change.” — From a recent report by 
the Argus Research Corporation. 
There are many ways of stating the 
same fact. All point to the same devel- 
opment — the transition of the stock 
market from a speculative to an invest- 
ment base. The absence of speculative 
interest. has been painfully evident 
throughout five consecutive years of de- 
clining trading volume. Opinion varies 
as to the segment of lost volume that 
can be replaced through new_ invest- 


ment purchases. Most estimates have 
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Investment Advisory Firm 
Offers Pre-Tested Campaign 
As Aid to Brokers... 





not been very hopeful. But under exist- 
ing laws, SEC restrictions, taxes, and 
general world economic conditions, 
stimulation of new investment business 
appears to be the only course of devel- 


opment open to the brokerage business. 


New Business-Building Plan 

Suggestions for merchandising the 
business of brokers have been presented 
in this Magazine from time to time. 
One oi the most practical and specific 
proposals to appear recently is the new 
“Business-Building Plan” which Stand- 
ard & Poor’s Corporation is making 
available to securities firms. 

The key of the plan is direct-by-mail 
advertising utilizing a personalized ap- 
peal which fully recognizes that the 
public’s interest in securities, generally, 
is only academic, but that the individual 
is tremendously concerned over the par- 
ticular securities which he owns. The 
campaign is designed to be directed by 
a firm toward both active and inactive 
customers and also all local holders of 
whatever security issues may be selected 
for discussion in the mailing pieces. 

The program recognizes at the outset 
that the successful use of direct mail is 
a specialized science, and, accordingly, 
it affords to brokers a complete working 
formula — including copy for 25 miail- 
ing pieces (letters and circulars), de 
tailed recommendations for their most 


effective use in Inviting prospects to 


submit lists of their security holdings, 
directions for maintaining an efficient 
securities-watching service, and, finally, 
a plan tor stimulating market action on 
the basis of security-survey findings. 

Little in the “Business-Building Plan” 
is radically new. Its value lies principal 
ly in the fact that it is a campaign of 
proven results. Standard & Poor’s, itself, 
has used it to obtain up to 25,000. in- 
vestor lists of security holdings a year. 

The firm’s interest at this time in mak- 
ing the plan available to brokerage firms 
is that its adoption, in all its phases, en- 
tails the use of other Standard & Poor's 
services for which an additional charge 
may be made. The company also is 
aware, of course, that its welfare is 
served by attempting to better condi 
tions in the financial community. 

Another advantage is that if a securi 
ties firm elects to use the plan, it can 
be carried out without the expense of 
further services from an advertising 
agency. It is semi-automatic in opera 
tion, requiring chiefly clerical attention 
in the brokerage office. 

The method employed is simply this: 
Using a mailing list of present custom 
ers, Inactive accounts or New prospects 
(Standard & Poor’s recommends that 
present customers be solicited first), let 
ters are sent periodically Inviting “pros 
pects” to submit lists of their security 
holdings for analysis and comment. 


The campaign illustrates the truism: 
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“When an advertisement first appears, 


the man does not see it. The second 


time he notices it. The third time, he 
The 


about it. The fifth time, he speaks to 


reads it. fourth time, he thinks 
his wife about it; and the sixth or sev- 
enth time, he buys!” 

For this purpose six letters, with vary- 
ing appeals, have been developed. Pre- 
tested, they have proved their “pulling 
power” in actual practice and it is said 
that under normal conditions returns of 
5 per cent may be expected on any 
individual mailing. 

Findings on this subject are sum- 
marized in the plan as follows: 

“You have to make it worthwhile for 
the investor to send you a list of his 
Security holdings. This is accomplished 
by offering him a survey that has real 
value. All you ask is the privilege of 
telling him the present position of his 
securities. You make it clear that he puts 
himself under no obligation to you. 

“It is a lot of work for the individual 
investor to write out a long list of his 
securities. Also, his portfolio is an in- 
timately personal matter — you are 
asking him to reveal to you the status 
of his personal fortune. 

“Therefore, a great deal of care must 
be taken to see that a convincing ap- 
proach is made. This isn’t the casual 
type of letter that you might dash off 
in a few spare moments, nor one laden 
with heavy-worded business expres- 
sions. It must be friendly, it must be 
warm and, above all, it must be 
sincere.” 

Assuredness in “Copy” 

A primary advantage which a reading 
of the several mailing pieces reveals is 
that they bespeak an assuredness and 
confidence not apparent in most broker- 
age house “copy” of late. The reference, 
of course, is to confidence in the under- 
lying merits of selected stocks and bonds 
as investments — not to any conviction 
that the day to-day action of the market 
may always be accurately forecast. 


What calibre of leads has the program 


10 


produced? Standard & Poor’s says that 
the lists of investor security holdings 
obtained have av- 


which it, itself, has 


eraged: 


Under $18,000 30 
$18,000 to $50,000 . ene ge ae 
$50,000 to $100,000 13 
Over $100,000 . . . ... 
Partial lists or lists in which 

the number of shares was 

pot CIVEN 2 cc se 


Once the list of an investor's holdings 
is received in the brokerage office, the 


Business-Building Plan” outlines a pro- 


cedure for analyzing the _ portfolio, 
setting up a continuing security-watch- 
ing service, and offering comments and 
suggestions to the owner. 

There is little that can be added to 
what brokerage firms already know 
about this phase of the business. But a 
few pertinent observations made by 
Standard & Poor’s, which may be help- 
ful in smoothing out some details of 
othce procedures, are: 

“Don't burden your customer with 
irrelevant information about his hold- 
ings. Bring to his attention only in- 
formation that has a direct bearing on 
the value of his investments. 

“It is conceivable that much time 
may go by without your having an 
opportunity to bring him some im- 
portant information. Capitalize on the 
time intervening by dropping a note to 


your client something like this. 


‘Dear Mr. Doe: 


Please don’t feel, because we have not 
been in touch with you recently about 
your securities, that they are being 
neglected. They are not. We are watch- 
ing them from day to day for any de- 
velopment which, in our opinion, 
might affect them. In this case - 


. no news is good news. 


Very truly yours, ” 


The working program which the plan 
encompasses is complete in respect to 
every detail: — obtaining the mailing 
lists, suggestions for experimental mail- 


ings to sample lists before a wider pro- 


gram is initiated, methods of follow up, 
and so forth. 

Representative of the useful informa- 
tion contained in the program are such 
facts as .. . “According to post office 
statistics, a mailing list depreciates at 
the rate of 33 per cent a year. There- 
fore, it is absolutely essential that it be 
kept up to date. The easiest way of 
doing this is to guarantee to the post- 
master the return postage charge” 
“You will note that most of the cir- 
culars for mailing are large. Ordinarily, 
a large-sized folder is less effective. It 
is cumbersome to handle. It gets crushed 
in transit. It does not fit easily into mail- 
boxes. But test after test has proven 
conclusively, at least to our satisfaction, 
that a large-sized promotional piece 
outpulls all others. 

“Simulated individual letters provide 
the greatest number of returns at low- 
est cost. Tests have shown that a multi- 
graphed filled-in letter fools no one. 

. . A commemorative postage stamp 
will get more returns than an ordinary 
stamp. Two orange half-cent stamps 
pull better than one green one-cent 
stamp.” 

Results Obtained 

Records of the results obtained by 
users of the plan are available at the 
offices of Standard & Poor’s Corporation. 
One firm, which has granted permis- 
sion for its figures to be published, re- 
ports that the specific benefits have 
been: (1) A very noticeable improve- 
ment in the morale of its sales organi- 
zation as a result of the live leads 
generated: (2) During January, 1941, 
20 new accounts were opened and 6 
old ones revived. During February, 
1941, 26 new accounts were opened and 
8 old ones revived. 

It is realized that a number of Stock 
Exchange firms have in operation mer- 
chandising programs equally as_ pro- 
gressive as that outlined here. For some 
elements of the securities business, how- 
ever, it is felt that the plan offers mate- 


rial worthy of consideration. 


up, What Have You Got to Sell? job. Of course, the staff can’t go round 


wearing Varsity letters. They must re- 





(continued from page 8) main sufhiciently dignified to inspire 
uch confidence, but they needn't wear the 
ince kind of newspapers and magazines, all right in its place. We expect more corset strings so tight that they can’t 
Sat those that go to your kind of people. than a morsel of bullfrog pomposity say, “Sign here, please.’ 

——- My suggestion is this: Have a string from a minister and it probably is easier 
; be of knock-out ads prepared. Schedule — for a banker to say “No” if he gets him- ample Advertisement 
of them for definite dates. Allow any New | self up like the Great Stone Face. There Appearing with this article is a sug- 
— York Stock Exchange firm in any city may even be some brokerage houses gested ad which | have contrived out 
to pay a share of the cost and be listed — with such large proportions of extreme- of my ignorance. If it were to appear 
wl at the bottom. The mechanics of this ly conservative accounts that the part- over the firm) signatures of single 
rily, should not be difficult. Handle these ners have to go around looking like houses, it might be a trifle too brash 
It ads through a first-class advertising crosses between funeral directors and for acceptance. But a group can do 
shed agency, which will also see that you get the Good Family Doctor. things which an individual can’t. 
nail- punchy layouts and appealing art. But the purpose of advertising is Better be a little undignified than pay 
—— Forget a lot of what you think you — Selling and the average brokerage house — for an ad which few will read and none 
a know about the need for dignity. That’s needs to be reminded that that is its will follow. 
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Tue National scope of facilities for buying and 
selling listed securities on the principal organized 
market of this continent has a special significance 


for investors today. 


The average cash yield on all common stocks 
listed on the New York Stock Exchange recently 
was 5.7 per cent. Many issues are currently pro- 


viding a considerably higher return. 


For information of today’s investment oppor- 
tunities, member firms of the New York Stock 
Exchange invite you to inspect in their offices the 
record of earnings and dividends of listed com- 
panies. Their professional services — including 
security analysis, investment and trading recom- 
mendations, and the execution of orders for the 
purchase and sale of listed stocks and bonds — 


are available on a nation-wide basis. 


MEMBER FIRMS OF THE NEW YORK STOCK EXCHANGE HAVE OFFICES IN 365 CITIES OF 43 STATES 








